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EXECUTIVE SUMMARY
GLOBAL TEL*LINK CORPORATION

DOCKET NO. T-02871A-07-0094

On February 9, 2007, Global Te1*1ink Corporation filed an application with the Arizona
Corporation Commission for authorization to encumber and/or mortgage its Arizona assets as
security for  certain debt financing up to $250 million. The Applicant states that the loan
proceeds will be utilized to refinance its existing higher costs debt obligations, provide liquidity
for service expansion and enhance its ability to effectively engage in competitive activities.
Also, the Applicant proposes to distribute approximately $45 million of the loan proceeds to its
parent company, GTEL Holdings, Inc., which in tum, will distribute same for redemption of
preferred stock, payment of dividend on common stock and contribution to employee equity
incentive plans.

Global Tel*link Corporation is a  Delaware corporation cer tificated to provide pay
telephone services in Arizona, pursuant to Decision No. 59429, dated December 20, 1995. The
Applicant is a wholly owned subsidiary of GTEL Holdings, Inc., which in tum is owned by The
Gore Group, LLC.

Staffs finds that the Applicant's proposal to utilize a portion of the loan proceeds for
repayment of its existing higher cost debt obligations, for service expansion in Arizona, and
participation in competitive activities, are in the public interest. Staff finds that the Applicant's
proposal to distr ibute approximately $45 million of proposed loan proceeds to its  parent
company, for redemption of preferred stock and payment of dividend on common stock, might
not be in the public interest. However, Staff" s concern is somewhat mitigated by the fact that the
Applicant provides competitive services in Arizona. In the event that the Applicant defaults on
its debt obligation, its customer could readily procure similar services from alternate providers.
Also, the prospective lender is a sophisticated investor, with pertinent knowledge and experience
in financial and business matters to evaluate the merits and risks of its investment. Finally,
customer deposits ands prepayments will be excluded from its encumbered assets or protected by
a performance bond/irrevocable sight letter of credit.

Based on the above analysis, Staff recommends Commission approval of the Applicant's
request to encumber and/or mortgage its Arizona assets as security for debt financing in an
aggregate amount no greater than $250 million. Staff further recommends that the Commission
order GTL to procure a performance bond or an irrevocable sight Mad letter of credit, which is
excluded from the pledged collateral, in an amount no less than the balance of customer deposits
and prepayments.
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In tro d u c tio n

On Fe brua ry 9 , 2007 , Globa l Te l*link Corpora tion  ("GTL" or "Applica n t") file d  a n
a pplica tion with the  Arizona  Corpora tion Commiss ion ("Commiss ion") se e king a uthoriza tion to
e ncumbe r a nd/or mortga ge  its  Arizona  a s s e ts  in  conne ction  with  ce rta in  de bt fina ncing
a rrangements . GTL proposes  to borrow up to $250 million, cons is ting of secured credit facilitie s
and term loan agreements.

Public  Notice

On Ma rch 7, 2007, GTL publis he d a  notice  of its  fina ncing a pplica tion in the  Arizona
Re public. A copy of the  notice  is  a ttached.

Background

GTL is  a  De laware  corpora tion ce rtifica ted to provide  inte rs ta te  and inte rna tiona l se rvices
purs ua nt to the  a uthority gra nte d by the  Fe de ra l Communica tions  Commis s ion ("FCC"). The
Applicant provides  compe titive  te lecommunica tions  se rvice s , e specia lly payphones  and inma te
only s e rvice s , throughout mos t pa rts  of the  Unite d S ta te s . In Arizona , GTL wa s  ce rtifica te d to
provide  pay te lephone services pursuant to Decision No. 59429, dated December 20, 1995 .

GTL is  a  wholly owne d s ubs idia ry of GTEL Holdings , Inc. ("Holding"), which in tum, is
owne d by The  Gore s  Group, LLC ("Group"). The  Group is  comprise d of thre e  De la wa re  limite d
pa rtne rships , with inves tment inte re s ts  in the  technology and te lecommunica tion sectors  a s  we ll
as  in priva te  equity funds .

The  Trans ac tion

G TL s e e ks  Co mmis s io n  a p p ro va l to  p a rtic ip a te  in  a  s e rie s  o f d e b t fin a n c in g .
S pe cifica lly, the  Applica nt s e e ks  Commis s ion a uthoriza tion to ple dge  a nd/or mortga ge  its
Arizona  a s s e ts  a s  s e curity for ce rta in de bt fina ncing in a n a ggre ga te  a mount of up to $250
million. The  propos e d de bt fina ncing will be  compris e d of both re volving long-te rm cre dit
a rrangements  and te rm loan components . The  Applicant s ta te s  tha t it will procure  the  proposed
de bt fina ncing a t fa vora ble  te rns  a nd tha t a  portion of the  proce e ds  will be  utilize d to liquida te
its  e xis ting highe r cos ts  de bt. Also, GTL s ta te s  tha t the  propose d fina ncing a rra nge me nts  will
e na ble  it a chie ve  the  following obje ctive s : "(a ) subs ta ntia lly incre a se  the  a bility of Applica nt to
subs tantia lly expand its  ope ra tions  in Arizona , (b) a llow a  one  time  dis tribution by the  Applicant
to Holdings , the  proce e ds  of which a re  a pplie d by Holdings  to (i) pa y a  de fe rre d re de mption
a mount on Holdings  pre fe rre d S tock, (ii) to pa y a  divide nd on Holdings  common s tock, a nd (iii)
to contribute  to the  Applicant's  equity incentive  bonus  plan, which sha ll be  pa id by the  Applicant
to the  e ligible  e mploye e s  pa rticipa ting in the  pla n through nonna  pa yroll proce dure s , (c) fund
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pote ntia l a cquis itions , a nd (d) provide  Applica nt with the  fina ncia l re s ource s  ne ce s s a ry to
compe te  e ffective ly with othe r se rvice  provide rs  in Arizona ."1

The  Applica nt s ta te s  tha t the  propos e d de bt fina ncing a rra nge me nts  s e rve  the  public
inte re s t. GTL conte nds  tha t the  tra ns a ctions  will e nha nce  its  a bility to continue  to provide
uninte rrupted se rvice s  a s  we ll a s  e ffective ly compe te  in Arizona . Also, the  Applicant cla ims  tha t
it doe s  not a nticipa te  tha t the  propos e d tra ns a ctions  will ne ga tive ly impa ct its  da y-to-da y
ope ra tions  in Arizona .

Financ ia l Ana lvs is

to encumber ce rta in utility a sse ts . The  s ta tute  se rves  to protect captive  cus tomers  from a  utility's
act to dispose  of any of its  asse ts  tha t a re  necessary for the  provis ion of se rvice , thus , it se rves  to
preempt any se rvice  impa irment due  to disposa l of a sse ts  e ssentia l for providing se rvice . S ta ff
finds  tha t the  Applica nt's  proposa l to e ncumbe r its  Arizona  a s se ts  ma y not inhibit its  a bility to
continue  to s e rve  Arizona  cus tome rs . In  the  e ve nt tha t the  Applica nt de fa ults  on its  de bt
ob liga tion , its  cus tome r could  re a d ily procure  s imila r s e rvice s  from a lte rna te  p rovide rs .
However, customers  may s till have  exposure  to losses  to the  extent they have  prepa id for se rvice
or ma de  de pos its . Accordingly, a ny a uthoriza tion for e ncumbra nce s  should provide  cus tome r
protection for prepayments  and deposits .

S ta ff finds  tha t GTL's  propos a l to  utilize  a  portion of its  ne w de bt fina ncing to: (a )
extinguish exis ting highe r cos ts  long-te rm debt obliga tions , (b) expand its  ope ra tions  in Arizona ,
a nd (c) ge ne ra te  s ufficie nt re s ource s  ne ce s s a ry to e ffe ctive ly compe te  with othe r s e rvice
provide rs  in Arizona , a re  in the  public inte re s t. Howe ve r, S ta ff is  conce rne d a bout Applica nt's
propos a l to dis tribute  a  portion of the  de bt proce e ds  to Holdings , its  pa re nt compa ny, for (i)
pa yme nt of de fe rre d re de mption a mount on Holdings  pre fe rre d s tock, (ii) pa yme nt of divide nd
on Holdings  common s tock, a nd (iii) contribution to Applica nt's  e quity ince ntive  bonus  pla ns ,
a re  ne ithe r in the  public inte re s t nor cons is te nt with s ound fina ncia l pra ctice s . The  Applica nt
s ta tes  in its  response  to S ta ff' s  da ta  request, tha t approximate ly $25 million has  been dis tributed
to s ha re holde rs  while  $20 million wa s  utilize d for the  re de mption of pre fe rre d s tock. The
Applica nt a rgue s  tha t "The  dis tribution wa s  a  re turn on the  origina l ca pita l inve s te d in the
bus ine s s  a nd re fle cts  the  s trong pe rforma nce  of the  bus ine s s . In priva te ly owne d compa nie s ,
these  types  of dis tribution a re  not uncommon. The  debt provide rs  were  comple te ly aware  tha t a
portion of the  loan proceeds  were  be ing used for this  purpose , but tha t the  remaining asse ts  and
cash flows  of the  bus ine ss  we re  sufficient to se rvice  the  debt"2. S ta ff agree s  with GTL tha t the
pros pe ctive  le nde r is  a  s ophis tica te d inve s tor with s ufficie nt knowle dge  a nd e xpe rie nce  in
fina ncia l a nd bus ine s s  ma tte rs  to e va lua te  the  me rits  a nd risks  of its  inve s tme nt. S e cond, the
Applicant's  customers  have  a lte rna te  se rvice  provider choices  to mitiga te  any inconvenience  tha t

1 GTL's  applica tion - Page 4, Lines  8 - 15

2 GTL's  response to Sta ff da ta  reques t AII-1(1)
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ma y re s ult from its  ina bility to provide  s e rvice . Fina lly, GTL's  Arizona  a s s e ts  cons titute  only
1% omits assets.

Ba se d on the  a bove  a na lys is , S ta ff re comme nds  a pprova l of the  Applica nt's  re que s t to
e ncumbe r a nd/or mortga ge  its  Arizona  a s s e ts  a s  s e curity for de bt fina ncing in a n a mount no
gre a te r tha n $250 million. S ta ff s  conce rn re ga rding the  Applica nt's  propos a l to dis tribute  a
portion of its  loan proceeds  for dividend payment and redemption of pre fe rred s tock is  mitiga ted
by the  a va ila bility of s e rvice  from a lte rna te  provide rs . As  indica te d in the  re comme nda tion
section of this  report, Arizona  cus tomer deposits  and prepayments  will be  protected by exclus ion
from the  pledge  asse ts  or procurement of perfonnance  bond/irrevocable  s ight le tte r of credit.

Consumer Services and Compliance Issues

Corpora tions  Divis ion of the  Commiss ion reports  tha t GTL is  in good s tanding.

A sea rch of the  Consumer Se rvices  da tabase  s ta rting January 1, 2004 through Februa ry
23, 2007 indica tes  tha t the  Applicant had no compla ints , inquires  or opinions .

Recommendations

S ta ff re comme nds  a pprova l of GTL's  re que s t for a uthoriza tion to e ncumbe r a nd/or
mortgage  its  Arizona  asse rts  a s  security for debt financing up to $250 million.

S ta ff recommends  tha t the  Commiss ion orde r GTL to procure  a  pe rformance  bond or an
irrevocable  s ight dra ft le tte r of credit, which is  excluded from the  pledged asse ts , in an aggrega te
amount no less  than the  ba lance  of customer deposits  and prepayments . S ta ff recommends tha t
GTL file  proof of the  pe rforma nce  bond or a n irre voca ble  s ight dra ft le tte r of cre dit in Docke t
Control, within 60 days  of the  e ffective  da te  of the  decis ion in this  proceeding

S ta ff fLu'ther recommends authorizing the  Applicants  to engage in any transactions and to
execute  or cause  to be  executed any documents  so as  to e ffectua te  the  authoriza tions requested
with the  applica tion.

Docket No. T-02871A-07-0094



ATTACHMENT A

BEFORE THE ARIZONA CORPORATION COMMISSION

COMMISSIONERS
MARC SPITZER .-. CHAIRMAN
WILLIAM A. MUNDELL
JEFF HATCH-MILLER
MIKE GLEASON
KRISTIN K MAYES

Docket No. T-02871A-07-0094IN THE MATTER OF THE APPLICATION
OF GLOBAL TEL*L1NK CORPORATION
FOR AUTHORIZATION TO
ENCUMBER AND/OR MORTGAGE ITS ASSETS

NOTICE OF FILING OF
AFFIDAVIT OF PUBLICATION

GLOBAL TEL*LINK CORPORATION hereby submits an original and thirteen (13)* copies
of the affidavit of publication from The Arizona Republic as verification that the public notice in this
matter was published in this newspaper on the date specified.

RESPECTFULLY SUBMITTED THIS 16TH DAY OP MARCH 2007.

GLO 3AL TEL*LINK CORPORATION

/ I
I

(

Chris ta  L Fa lle n
Lega l Ass is tant to
Lance  J .M. Ste inhaxt
Attorne y for GLOBAL TEL* LINK CORP ORATIGN

Q:\Ch1ista\PUBLICATIONS - 2007\AIizona\AZCC&N Pub Aff Cover #3,doc Revised 3-19-03
*if more than one docket # appeals, then, 2 additional copies for each additional docket # + 13 copies are required (effective 11-15-02)



AFFIDAVIT OF PUBLICATION

THE ARIZONA REPUBLIC

STATE OF ARIZONA
COUNTY OF MARICOPA s s .

Curporatiohl

rain
.a.rl*nngemerpts. applica-
t.run \sa.va\\ab\e for \n§pec-
tmn dunnghregu\ar business

e* office of

Street

Robert Lane , be ing firs t duly sworn, upon oa th deposes  and
s a ys : Tha t he  is  a  le ga l a dve rtis ing re pre s e nta tive  of the
Arizona  Bus ine s s Gazette , a  ne ws pa pe r o f g e n e ra l
circula tion in  the  county of Ma ricopa , S ta te  of Arizona ,
published a t Phoenix, Arizona , by Phoenix Newspapers  Inc.,
which a ls o publis he s  The  Arizona  Re public, a nd tha t the
copy he re to a tta che d is  a  true  copy of the  a dve rtis e me nt
published in the said paper on the dates as indicated.
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Sworn to before me this
15TH day of
March A.D. 2007

KAREN WAY
Notary Public Arizona
Maricopa County
Expires 08/31/09

._ \ I
JEW

Ry Public


